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December 12, 2003

The Honorable Jim Doyle
The Honorable Members of the Legislature
Citizens of the State of Wisconsin

We are pleased to submit the Comprehensive Annual Financial Report (CAFR) for the State of Wisconsin
for the fiscal year ended June 30, 2003. This report is prepared by the Department of Administration,
Division of Executive Budget and Finance, State Controller's Office, which is responsible for both the
accuracy of the data and the completeness and fairness of its presentation, including disclosures. We
believe that the information presented is accurate in all material respects and reported in a manner designed
to show the financial position and operating results of the State.

This report has been prepared in accordance with generally accepted accounting principles (GAAP) for
governments as promulgated by the Governmental Accounting Standards Board (GASB). To report the
State's financial activity, the State's budgetary funds are grouped into the fund types required by GAAP.
The State's 59 budgetary funds are expanded and have been displayed into the 90 individual GAAP funds,
and four discrete component units. The major change has been to reclassify certain activities from the
budgetary General Fund and present them in proprietary and fiduciary fund types more appropriate for the
financial reporting of transactions related to commercial and trust activities. Note 1-C to the financial
statements includes a more detailed discussion of the generic GAAP fund types.

Wisconsin's 2003 Comprehensive Annual Financial Report is presented in three sections: Introductory,
Financial, and Statistical. The Introductory Section, which provides information on the general contents of
the report, contains this letter of transmittal, a list of State officials and an organizational chart of State
government. The Financial Section is composed of the auditor's report, Management Discussion and
Analysis, the basic financial statements, required supplementary information and the combining financial
statements. The Statistical Section provides various financial, economic and demographic data about the
State, generally on a multi-year basis.

GAAP requires that management provide a narrative introduction, overview, and analysis to accompany
the basic financial statements in the form of Management’s Discussion and Analysis (MD&A). This letter
of transmittal is designed to complement MD&A and should be read in conjunction with it. The State’s
MD&A can be found immediately following the auditor’s report.

PROFILE OF GOVERNMENT

The financial statements present information on the financial position and operations of State government
as a single comprehensive reporting entity. The various agencies, departments, boards, commissions and

2



accounts of the State that constitute the State reporting entity are included in this report in accordance with
criteria established by the GASB. The reporting entity consists of all the funds of the primary government
(the State of Wisconsin), as well as its component units which are legally separate organizations for
which the State is financially accountable. Discretely presented component units include the Wisconsin
Housing and Economic Development Authority, the Wisconsin Health Care Liability Insurance Plan, the
University of Wisconsin Hospitals and Clinics Authority, and the Badger Tobacco Asset Securitization
Corporation. Blended component units, which are legally separate from the State, but are so intertwined
with the State that they are, in substance, the same as the State, include the Wisconsin Public Broadcasting
Foundation, Inc.

The State provides a full range of services that include education, health and social services, transportation,
law, justice, public safety, recreation and resources development, public improvements and general
administrative services. The costs associated with these services are presented within the financial
statements in detail and summary form.

Internal Controls

The State's internal accounting controls provide reasonable assurance regarding the safeguarding of assets
against loss from unauthorized use or disposal and the reliability of financial records for preparing
financial statements. The concept of reasonable assurance recognizes that the cost of a control should not
exceed the benefits likely to be derived, and that evaluation of costs and benefits requires estimates and
judgments by management.

Budgetary Controls

The State's biennial budget is prepared on a mixture of cash and modified accrual bases of accounting and
represents departmental appropriations based on agency requests reviewed by the Department of
Administration and recommended by the Governor. The Governor's budget is submitted to the State
Legislature for approval. Following debate, amendment and approval by the Senate and Assembly, the
budget bill is returned to the Governor for his signature or veto in entirety or in part.

The State Constitution provides that no money shall be paid out of the Treasury except as appropriated by
law. The Statutes require that the Secretary of Administration must approve all payments, and then
forward such requests to the State Treasurer for signature. The Department of Administration exercises
detail allotment control over all agency appropriations and approval authority over all encumbrances.

The budgetary basis of accounting required by State law differs materially from the basis used to report
revenues and expenditures in accordance with GAAP. In addition, the State's biennial budget is developed
according to the statutorily required fund structure that differs extensively from the fund structure used in
the financial statements.

Debt Administration

The State of Wisconsin Building Commission, an agency of the State, is empowered by law to consider,
act upon, authorize, issue and sell all debt obligations of the State. Article VIII of the Wisconsin
Constitution and Wis. Stat. Sec. 18.05 limits the amount of debt the State can contract in total and in any
calendar year. In total, debt cannot exceed five percent of the value of all taxable property in the State.
The amount of debt contracted in any calendar year is limited to the lesser of three-quarters of one percent
of aggregate value of taxable property or five percent of aggregate value of taxable property less net



indebtedness at January 1. The total general obligation debt outstanding for the State as of June 30, 2003
was $4.0 billion.

In addition, Chapter 18 of the Wisconsin Statutes authorizes the State to issue revenue obligations. These
obligations, which are not debt of the State, are secured by a pledge of revenues or property derived from
the operations of a program funded by the issuance of the obligations. Revenue bonds totaled $1.9 billion
outstanding at fiscal year-end.

Cash Management

The State of Wisconsin Investment Board is responsible for investing in cash resources of the State. On a
daily basis, excess cash from all funds is pooled and invested through a variety of investment vehicles.
Interest income earned on these investments is allocated to the various funds based on their average daily
cash balances. The total amount of investments in the State Investment Fund at June 30, 2003 was $5.5
billion.

Risk Management

The State's risk management program, encompassing all State agencies, began in 1974 within the
Department of Administration. Statutory responsibilities and authority include, but are not limited to:

*  Protecting the State's assets from catastrophic loss;

*  Emphasizing loss reduction;

* Identifying and evaluating exposures to loss;

* Recommending changes in procedures and programs to eliminate or reduce existing exposures;
* Arranging appropriate insurance for the transfer of risk of loss; and

* Approving all insurance purchases.

Currently, the State is essentially self-insured, through its risk management program, against major losses
to which it is exposed. The Risk Management Fund, an internal service fund, services most claims for risk
of loss, including damage to State owned property, liability for property damages and injuries to third
parties, and worker's compensation. Additional disclosures on the State's risk management activities are
provided in Note 17.

Pension Trust Funds

The Wisconsin Retirement System (WRS), consisting of the fixed retirement investment trust, the variable
retirement investment trust, and the police and firefighters trust is administered by the Department of
Employee Trust Funds. The WRS provides coverage to all eligible employees of the State of Wisconsin
and other participating local units of government.

The most current actuarial valuations of the pension plan indicated that the WRS was funded at 97.1
percent of liabilities for the 525,298 participants of the WRS. The State's contribution represents 30.0
percent of total contributions required of all participating entities.



ECONOMIC CONDITION AND OUTLOOK

In calendar year 2002, the Wisconsin economy mirrored the slow national recovery.

After averaging 2 percent growth annually from 1991 to 2000, Wisconsin’s employment declined in 2001
and 2002. Non-farm employment declined -0.7 percent in 2001 and —1.2 percent in 2002. Nationally,
employment was flat in 2001 and declined —1.1 percent in 2002.

Personal income growth weakened with the employment losses. The year’s income growth averaged 3.4
percent in both 2001 and 2002 compared to 6.3 percent in 2000. Wisconsin’s income growth fared
somewhat better than national income growth in 2002, 3.4 percent versus 2.8 percent nationally. On a per
capita basis, Wisconsin fared even better. Per capita income increased 2.5 percent in Wisconsin compared
to 1.8 percent nationally.

Wisconsin’s employment situation is stabilizing. By October, Wisconsin non-farm employment was 0.2
percent ahead of a year ago. Nationally, employment was down —0.2 percent. Wisconsin’s unemployment
rate in October was 5.4 percent compared to 6.0 percent nationally.

Wisconsin’s property values were insulated from the recession. Real property values increased
significantly in 2002 and 2003. Total values increased 7.5 percent annually in both 2002 and 2003.
Commercial, manufacturing and residential real estate all increased significantly in both years.

Despite the recession, Wisconsin has matched or exceeded the nation’s economic performance in recent

years.

*  Wisconsin’s unemployment rate remains well below the national rate.

* Since the 2000 census, the state’s population growth has been the second highest for Midwest states as
people relocate to Wisconsin.

* At 91.6 percent of population, Wisconsin has the second highest health insurance coverage rate in the
country.

*  Wisconsin has the eleventh lowest poverty rate.

*  Wisconsin’s median household income of $46,352 is the fourteenth highest in the country, 7.7 percent
above the national average.

Looking ahead, Wisconsin’s recovery should match the national recovery. With the stemming of losses in
manufacturing, the expansion in services, finance and utilities should increase total nonfarm employment
by 0.1 percent in 2003 and by 1.2 percent in 2004. Nationally, nonfarm employment should decrease -0.3
percent in 2003 and increase by 1.1 percent in 2004.

The expansion of employment should strengthen Wisconsin’s personal income growth. Total personal
income should grow by 3.5 percent in 2003 and by 5.0 percent in 2004. This is comparable to national
growth of 3.2 percent in 2003 and 5.2 percent in 2004.

MAJOR INITIATIVES

Economic Development. In 2003, the State continued its efforts to expand existing businesses, attract
new companies to Wisconsin and provide venture capital to small, high-growth Wisconsin-based firms.
Major tools used in these efforts are the Wisconsin Development Fund, the development zone programs
and the Certified Capital Companies program (CAPCO). The State awarded $9.57 million during Fiscal



Year 2003 from the Wisconsin Development Fund, primarily through the major economic development
program, customized labor training grants and technology development grants and loans. The Wisconsin
Development Fund also provided 333 entrepreneurial training grants to assist in small business
development. To date, $214 million of a total $275 million in tax credits have been awarded under the
Community and Enterprise Development Zone programs, resulting in almost 50,000 jobs created or
retained and leveraging $2.43 billion in private investment. Twelve high-technology firms eligible for
$1.7 million in tax credits were certified under the newest program, the Technology Development Zone
program. Since its establishment in 1999, three CAPCOs have invested almost $20 million in 14
Wisconsin companies.

The State also offers a variety of programs that target minority business development and community-
based economic development. Additional economic development funding was provided in Fiscal Year
2003, through the use of Native American gaming compact revenue for grants and loans to Native
American and other businesses affected by gaming operations. Also, $500,000 was made available for the
Tech Star initiative, which awards grants to academic institutions in southeastern Wisconsin for research
on emerging technologies promoting industrial and economic development. State investment in Tech Star
and the Technology Development Zones illustrates Wisconsin's continued commitment to help startup
businesses, especially in areas of information technology and biotechnology.

In addition, the State continues to offer residents and visitors many opportunities to enjoy Wisconsin's
abundant natural, historical and cultural resources. In Fiscal Year 2003, the State expended over $9.2
million to market Wisconsin as a national and international tourism destination, assisting a tourism
industry that pumped over $11.7 billion into Wisconsin's economy (a 120 percent increase since 1993) and
directly or indirectly supports approximately 323,700 jobs.

Transportation. The State continued to make significant investments in transportation infrastructure
through expansion in highway capacity and reconstruction of existing highways and bridges. In 2003,
almost 844 miles of State Trunk Highway (STH) and local highways were improved and 422 deficient
state and local bridges were rehabilitated or replaced. Also, in 2003 the State contributed $31 million to
continue preliminary work on the southeast Wisconsin freeway reconstruction project. In all, more than
$630 million in construction projects on STH and local road systems was contracted through the Wisconsin
Department of Transportation.

Wisconsin also distributes State transportation user fee revenues to local governments for transportation
infrastructure improvements and transit operating assistance. In Fiscal Year 2003, $533 million was
transferred to local governments for these purposes.

Environment. Wisconsin's Warren Knowles-Gaylord Nelson Stewardship Program and its successor, the
Warren Knowles-Gaylord Nelson Stewardship 2000 Program, underscore the State's role as a national
leader in environmental preservation and enhancement. The original Stewardship Program committed
$250 million through the sale of general obligation bonds and the use of federal grant monies for various
resource development and land protection activities, including acquisition of State park lands, protection of
urban rivers and assistance to local parks. The Stewardship 2000 Program commits $572 million over 10
years through the sale of general obligation bonds to continue the State's efforts to protect and enhance
Wisconsin's abundant natural resources. Expenditures for environmental preservation and improvement of
recreational opportunities under the Stewardship and Stewardship 2000 programs totaled $31.4 million in
Fiscal Year 2003.



In addition to land acquisition through the Stewardship programs, Wisconsin's efforts to protect and
enhance its natural resources include partnerships with individual landowners. In November 2001, the
State entered into an agreement with the U.S. Department of Agriculture for the authority to enroll up to
100,000 acres of Wisconsin farmland in the Conservation Reserve Enhancement Program. The federal
government will provide up to $200 million for the program, which will be matched by the State with up to
$40 million from the sale of general obligation bonds. Landowners participating in the program receive an
up-front payment from the State and annual payments from the federal government to install and maintain
riparian buffers, wetlands and other practices that reduce polluted runoff or, in certain areas, improve
habitat for grassland birds. Landowners may receive a larger up-front payment if they transfer to the State
an easement to permanently maintain the practices. Through Fiscal Year 2003, Wisconsin has enrolled
over 600 participants and over 37,000 acres and has made payments of $6,014,800. The federal
government has paid landowners over $2.9 million.

The first instance of chronic wasting disease in Wisconsin was discovered in February 2002, which led to
the passage of 2001 Wisconsin Act 108. The act provided the Department of Natural Resources with $4
million for broad-based testing and management of the disease. The department has mapped the State into
various regions and has identified testing target areas in order to map the disease, stop its spread, and
manage the deer herd to ensure successful deer hunts for generations to come. The 2003-05 biennial
budget bill (2003 Wisconsin Act 33) provided the department with an additional $3.1 million to support
disease management efforts, including testing and disposal costs, public outreach efforts, law enforcement
costs, and a radio telemetry study of deer movement in the chronic wasting disease management area.

Wisconsin's Environmental Improvement Fund program provides financial assistance to municipalities for
the planning, design and construction of pollution abatement facilities — primarily for wastewater
treatment. Most communities applying for assistance receive subsidized loans, although some are eligible
for partial grants through a hardship component of the program. Funding is provided from a State-matched
federal capitalization grant authorized through the Water Quality Act, and through State revenue and
general obligation bonds. In Fiscal Year 2003, the Environmental Improvement Fund made awards to
municipalities amounting to $205.7 million, bringing the total amount of loans and grants awarded by the
program to $2.0 billion since its inception in 1991.

The Petroleum Environmental Cleanup Fund Award program (PECFA) assists owners of leaking
petroleum storage tanks with environmental remediation costs and has provided $1.292 billion for cleanups
at 10,733 locations since 1988. Efforts continue to minimize claim payment backlogs and improve site
closure methodologies while protecting the environment and public health.

In addition to the PECFA program, Wisconsin has made a strong effort to reclaim contaminated properties,
or brownfields. In Fiscal Year 2003, the brownfields site assessment grant program provided $1.7 million
to 38 local governments to jump-start investigation and redevelopment of brownfield sites. After four
rounds of applications, 157 grants totaling $4.85 million have been awarded. Since June of 1998, the
brownfields grant program has awarded $29.97 million to 72 projects for the redevelopment of brownfields
where clean up will have a significant economic as well as environmental impact. The completion of these
projects will return 830 acres of abandoned or under-used environmentally contaminated sites to
productive use, increase taxable property values by $385 million and create 4,000 new jobs.

Wisconsin has historically been a national leader in recycling. Since its inception as one of the nation’s
first and foremost programs in support of community recycling, over $324.25 million has been provided to
municipalities to help defray the cost of operating effective recycling programs. In addition, the State has
provided funds for innovative recycling and waste reduction projects, including $1.9 million annually for



the Recycling Efficiency Incentive Grants program. The program rewards municipalities for efficiencies
achieved through consolidation of and cooperative agreements between local recycling services.

Human Resources. The Family Care pilot continued in Fiscal Year 2003. Begun in Fiscal Year 2000,
Family Care is Wisconsin’s innovative redesign of the long-term care system for the elderly and disabled.
In Fiscal Year 2003, Family Care's nine resource centers made nearly 9,000 referrals to individuals
needing information and assistance related to long-term care services. Family Care's five care management
organizations saw enrollment rise to 7,489, up from 6,966 at the end of Fiscal Year 2002.

In Fiscal Year 2003, the Department of Health and Family Services implemented SeniorCare, Wisconsin’s
new prescription drug assistance programs for the elderly. Applications were accepted beginning in July
2002. As of June 2003, 89,970 low-income seniors were enrolled in the program.

In Fiscal Year 2002, the Department of Health and Family Services facilitated over 1,100 adoptions of
special needs children. The Special Needs Adoption Program finds adoptive homes for children with
unique needs. These children may be sibling groups of 3 or more placed together, children age 10-18 or
children with emotional, behavior and developmental disabilities.

Criminal penalty statutory changes went into effect in Fiscal Year 2003. These changes revise felony
classifications to more accurately reflect the crime committed. The changes will improve the criminal
justice system and help reduce incarceration costs because the additional classifications will provide better
guidance for imposing penalties.

Education. State aids and tax credits applied to support 2002-2003 school year costs totaled $5.3 billion.
As part of this state aid commitment, funding for the SAGE program, which provides grants to school
districts to lower class size in grades Kindergarten through 3, increased by 19 percent in Fiscal Year 2003,
from $75.9 million in Fiscal Year 2002 to $95.0 million in Fiscal Year 2003. This allowed 548 individual
schools in 231 school districts to lower class sizes in the 2001-2002 school year. Over 25 percent of
Wisconsin's schools participate in the SAGE program.

As part of the 2001-2003 biennial budget, the Building Commission was granted authority for up to $158.5
million in general fund supported borrowing for the University of Wisconsin—Madison’s BioStar
initiative. Over the next eight years, BioStar will provide $317 million in state and private funds to build
new research laboratories in the biological sciences that will keep the Madison campus at the forefront of
biological research and education.

OTHER INFORMATION

Independent Audit

In compliance with Wis. Stat. Sec. 13.94 (1)(c), the State Legislative Audit Bureau has performed an
examination of the State's basic financial statements. The examination was made in accordance with
generally accepted auditing standards. Their report is contained in the Financial Section which follows.

Award

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
“Certificate of Achievement for Excellence in Financial Reporting” to the State of Wisconsin for its



Comprehensive Annual Financial Report for the fiscal year ended June 30, 2002. The Certificate of
Achievement is a prestigious national award recognizing conformance with the highest standards for
preparation of state and local government financial reports.

In order to be awarded a Certificate of Achievement, a government unit must publish an easily readable
and efficiently organized comprehensive annual financial report whose contents conform to program
standards. Such reports must satisfy both generally accepted accounting principles and applicable legal
requirements.

A Certificate of Achievement is valid for a period of one year only. This is the seventh year the State of
Wisconsin has received this award. We believe our current report continues to conform to the Certificate
of Achievement Program requirements, and we are submitting it to the GFOA.

ACKNOWLEDGMENTS

We wish to express our appreciation to the many individuals whose dedicated efforts have made this report
possible. The preparation of this report could not have been accomplished without the professionalism and
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State or Wisconsin \ LEGISLATIVE AUDIT BUREAU JANICE MUELLER

STATE AUDITOR
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(608) 266-2818

FAX (608) 267-0410
Leg.Audit.Info@legis.state.wi.us

INDEPENDENT AUDITOR’S REPORT

Honorable Members of the Legislature The Honorable James Doyle, Governor

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the State of Wisconsin as of and for the year ended June 30, 2003, which
collectively constitute the State’s basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the State of Wisconsin’s management. Our responsibility is
to express opinions on these financial statements based on our audit. We did not audit the following
financial statements: the Wisconsin Department of Transportation Revenue Bond Program and
Commercial Paper Program, which represent 12 percent of the liabilities of the governmental activities
and 2 percent of the revenues of the aggregate remaining fund information; the Environmental
Improvement Fund, which is a major fund and represents 17 percent of the assets and 18 percent of the
liabilities of the business-type activities; or the College Savings Program Trust, which represents

1 percent of the assets of the aggregate remaining fund information. Those financial statements were
audited by other auditors whose reports thereon have been furnished to us, and our opinions, insofar as
they relate to the amounts audited by others, are based solely upon their reports. In addition, we did not
audit the financial statements of the discretely presented component units. Those financial statements
were audited by other auditors. Our opinion on the aggregate discretely presented component units is
based solely upon the reports of the Wisconsin Housing and Economic Development Authority, the
Badger Tobacco Asset Securitization Corporation, and the University of Wisconsin Hospitals and Clinics
Authority.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. The financial statements of the Wisconsin
Housing and Economic Development Authority, which were audited by other auditors, were also audited
in accordance with these standards. The financial statements of the other funds and component units that
were audited by other auditors upon whose reports we are relying were audited in accordance with
auditing standards generally accepted in the United States of America, but not in accordance with
Government Auditing Standards. Auditing standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that
our audit and the reports of other auditors provide a reasonable basis for our opinions.

In our opinion, based on our audit and the reports of other auditors, the financial statements previously
referred to present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of the State of Wisconsin as of June 30, 2003, and
the respective changes in financial position and cash flows, where applicable, for the year then ended in
conformity with accounting principles generally accepted in the United States of America.
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As discussed in Note 18 C to the financial statements, the Patients Compensation Fund’s projected
ultimate loss liability is an estimate based on recommendations of a consulting actuary. The Patients
Compensation Fund Board of Governors believes that the estimated loss liability is reasonable and
adequate to cover the cost of claims incurred to date. However, uncertainties inherent in projecting the
frequency and severity of large medical malpractice claims because of the Patients Compensation Fund’s
unlimited liability coverage, and extended reporting and settlement periods, make it likely that amounts
paid will ultimately differ from the recorded estimated liabilities. These differences cannot be quantified.

Management’s discussion and analysis, the infrastructure narrative, and the budgetary comparison
schedule with related notes as listed in the table of contents are not required parts of the basic financial
statements of the State of Wisconsin but are supplementary information required by the Governmental
Accounting Standards Board. We have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
constitute the State’s basic financial statements. The combining statements and schedules in the
supplementary information section as listed in the table of contents are presented for purposes of
additional analysis and are not a required part of the basic financial statements of the State of Wisconsin.
The combining statements and schedules have been subjected to the auditing procedures applied in the
audit of the basic financial statements and, in our opinion, based on our audit and the reports of other
auditors, are fairly presented in all material respects in relation to the basic financial statements taken as
a whole.

The introductory section and the statistical section listed in the table of contents have not been subjected
to the auditing procedures applied within the audit of the basic financial statements and, accordingly, we
express no opinion on them.

In accordance with Government Auditing Standards, we have prepared a report dated December 12, 2003,
on our consideration of the State of Wisconsin’s internal control over financial reporting and our tests of
its compliance with certain provisions of laws, regulations, contracts, and grants. A more detailed version
of that report will be included in the State’s single audit report. The report on internal control and
compliance is an integral part of an audit performed in accordance with Government Auditing Standards
and should be read in conjunction with this independent auditor’s report in considering the results of our
audit.

LEGISLATIVE AUDIT BUREAU

Ve o
December 12, 2003 by

Janice Mueller
State Auditor
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MANAGEMENT’S DISCUSSION AND ANALYSIS

The Management's Discussion and Analysis of the State of Wisconsin’s Comprehensive Annual Financial Report (CAFR)
presents a discussion and analysis of the State’s financial performance during the fiscal year that ended June 30, 2003. It
should be read in conjunction with the transmittal letter located at the front of this CAFR, and the State’s financial statements,
which follow this part of the CAFR.

FINANCIAL HIGHLIGHTS -- PRIMARY GOVERNMENT
Government-wide (Tables 2 and 3 on Pages 21 and 22)

* Net Assets. The assets of the State of Wisconsin exceeded its liabilities at the close of Fiscal Year 2003 by $13.1 billion
(reported as "net assets"). Of this amount, $(4.5) billion was reported as "unrestricted net assets". A positive balance in
unrestricted net assets would represent the amount available to be used to meet a government's ongoing obligations to
citizens and creditors.

e Changes in Net Assets. The State's total net assets decreased by $.7 billion in Fiscal Year 2003. Net assets of
governmental activities decreased by $670.8 million or 8.8 percent, while net assets of the business-type activities showed
a decrease of $77.8 million or 1.2 percent.

* Excess of Revenues over (under) Expenses -- Governmental Activities. During Fiscal Year 2003, the State’s total
revenues for governmental activities of $19.4 billion were $408.0 million more than total expenses for governmental
activities of $19.0 billion. These expenses were $6.8 billion more than the $12.2 billion generated in taxes and other
“general revenues” for governmental programs (before special items and transfers).

Fund

e Governmental Funds -- Fund Balances. As of the close of Fiscal Year 2003, the State's governmental funds reported
combined ending fund balances of $(1,303.3) million, a decrease of $892.2 million in comparison with the prior year. Of
this total amount, $(2.8) billion represents the "unreserved fund balances".

e General Fund -- Fund Balance. At the end of the current fiscal year, the unreserved fund balance for the General Fund
was $(2.6) billion, or (16.3) percent of total General Fund expenditures.

Long-term Debt

» The State's total long-term debt obligations (bonds and notes payable) increased by $172.1 million during the current fiscal
year which represents the net difference between new issuances, and payments and refundings of outstanding debt. The
key factors contributing to this increase was the issuance during the fiscal year of $415.2 million of general obligation
bonds and $285.6 million of revenue bond obligations, and early redemptions and refundings of general obligation bonds.
Additional detail regarding these activities begins on Page 28.

OVERVIEW OF THE FINANCIAL STATEMENTS

The Financial Section of this CAFR consists of four parts: (1) management's discussion and analysis (this section), (2)
basic financial statements, (3) additional required supplementary information, and (4) optional other supplementary
information. Parts (2), (3), and (4) are briefly described on the following page:
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Basic Financial Statements

The basic financial statements include two sets of statements that present different views of the State -- the government-wide
financial statements and the fund financial statements. These financial statements also include notes that explain some of
the information in the financial statements and provide more detail.

Government-wide Financial Statements

The government-wide financial statements provide a broad view of the State’s operations. The statements provide both short-
term and long-term information about the State’s financial status, which assists in assessing the State’s financial condition at
the end of the fiscal year. The government-wide financial statements include two statements:

« The statement of net assets presents all of the government's assets and liabilities, with the difference between the two
reported as "net assets". Over time, increases or decreases in the state's net assets are an indicator of whether its
financial health is improving or weakening, respectively.

« The statement of activities presents a comparison between direct expenses and program revenues for each function of the
State’s governmental activities and for different identifiable business-type activities of the State.

These government-wide financial statements are divided into three categories:

« Governmental Activities — Most services generally associated with State government fall into this category, including
commerce, education, transportation, environmental resources, human relations and resources, general executive, judicial
and legislative.

* Business-Type Activities — Those operations for which a fee is charged to external users for goods and services are
reported in this category.

« Discretely Presented Component Units — These are operations for which the State has financial accountability but that
have certain independent qualities as well. The State’s discretely presented component units (all business-type activities)
are:

—  Wisconsin Housing and Economic Development Authority,

—  Wisconsin Health Care Liability Insurance Plan,

—  University of Wisconsin Hospitals and Clinics Authority, and

— Badger Tobacco Asset Securitization Corporation.
Complete financial statements of the individual component units can be obtained from their respective administrative
offices. Addresses and other additional information about the State’s component units are presented in Note 1-B to the
financial statements.

The government-wide financial statements are prepared using the flow of economic resources measurement focus and the
accrual basis of accounting. The accrual basis of accounting, which is similar to the methods used by most businesses, takes
into account all revenues and expenses connected with the fiscal year even if cash involved has not been received or paid.

Fund Financial Statements

The fund financial statements focus on individual parts of the State government, reporting the State's operations in more detail
than the government-wide statements. The basic fund financial statements provide more detailed information of the State's
most significant funds.

The State has three kinds of fund categories. It is important to note that these fund categories use different accounting
approaches and should be interpreted differently.

* Governmental Funds — Most of the basic services provided by the State are financed through governmental funds.

Governmental funds report information using the flow of current financial resources measurement focus and the modified
accrual basis of accounting. These statements provide a detailed short-term view of the State’s finances that assists in
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determining whether there will be adequate financial resources available to meet the current needs of the State. Because
this information does not encompass the long-term focus of the government-wide statements, reconciliations are provided
on the subsequent page of the governmental fund statements. The State has three major governmental funds -- the
General Fund, the Transportation Fund, and the Tobacco Settlement Endowment Fund. Examples of non-major
governmental funds include the Conservation Fund, the Bond Security and Redemption Fund, and the Capital
Improvement Fund.

e Proprietary Funds — These funds are used to show activities that operate more like those of commercial enterprises. Fees
are charged for services provided, both to outside customers and to other units of the State. Proprietary funds, like the
government-wide statements, use the accrual basis of accounting. The State has five major proprietary funds -- the
Patients Compensation Fund, the Environmental Improvement Fund, the Veterans Mortgage Loan Repayment Fund, the
University of Wisconsin System and the Unemployment Insurance Reserve Fund. Examples of the State's non-major
proprietary funds include the Lottery and the Health Insurance Fund.

* Fiduciary Funds — These funds are used to show assets held by the State as trustee or agent for others outside the State,
such as the Wisconsin Retirement System and the Local Government Pooled Investment Fund. Similar to proprietary
funds, these funds use the accrual basis of accounting. Because the State can not use these assets to finance its
operations, fiduciary funds are not included in the government-wide financial statements discussed above.

Table 1, below, shows how the required parts of this financial report are arranged and relate to one another.

Table 1
Major Features of State of Wisconsin's Government-wide and Fund Financial Statements

GOVERNMENT-WIDE

STATEMENTS FUND STATEMENTS
Governmental Funds Proprietary Funds Fiduciary Funds
Scope Entire State government (except ~ The activities of the State that are not The activities the State operates similar to  Instances in which the State is the
fiduciary funds) and the State's proprietary or fiduciary. Governmental private business. Examples of proprietary trustee or agent for someone else's
component units activities are primarily financed through funds include: resources. Examples of fiduciary
taxes, intergovernmental revenues, and * Enterprise funds: funds include:
other nonexchange revenues. Examples of  -- Patients Compensation  Wisconsin Retirement System
governmental funds include: -- Environmental Improvement « Local Government Pooled
 General -- University of Wisconsin System Investment
« Transportation -- Lottery « Unclaimed Property
* Bond Security and Redemption * Internal service funds: « College Savings Program Trust
« Capital Improvement - Technology Services
« Common School -- Facilities Operations and
Maintenance
Required financial « Statement of net assets  Balance sheet « Balance sheet « Statement of fiduciary net assets
statements « Statement of activities « Statement of revenues, expenditures, « Statement of revenues, expenses and  « Statement of changes in fiduciary
and changes in fund balances changes in fund equity net assets

« Statement of cash flows

Accounting basis and  Accrual accounting and economic  Modified accrual accounting and current Accrual accounting and economic Accrual accounting and economic
measurement focus resource focus financial resource focus resources focus resources focus
Type of asset/liability All assets and liabilities, both Only assets expected to be used up and All assets and liabilities, both financial and ~ All assets and liabilities, both short-
information financial and capital, and short- liabilities that come due during the year or  capital, and short-term and long-term term and long-term

term and long-term soon thereafter; no capital assets included
Type of inflow-outflow  All revenues and expenses during « Revenues for which cash is received All revenues and expenses during the All revenues and expenses during the
information the year, regardless of when cash during or soon after the end of the year  year, regardless of when cash is received  year, regardless of when cash is

is received or paid « Expenditures when goods or services or paid received or paid

have been received and payment is due
during the year or soon thereafter
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Additional Required Supplementary Information

In addition to this Management’s Discussion and Analysis, which is required supplementary information, the basic financial
statements are followed by a section of required supplemental information that further explains and supports the information in
the financial statements. The required supplementary information includes (1) condition and maintenance data regarding the
State's infrastructure, and (2) a budgetary comparison schedule of the General, Transportation and Tobacco Settlement
Endowment funds, including reconciliations between the statutory and GAAP fund balances at fiscal year-end.

Other Supplementary Information
The Other Supplementary Information includes combining financial statements for nonmajor governmental funds, nonmajor

proprietary funds, internal service funds and fiduciary funds, each of which are added together and presented in single
columns in the basic financial statements.
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FINANCIAL ANALYSIS OF THE STATE AS A WHOLE

Tables 2 and 3, below, present summary information of the State’s net assets and changes in net assets.
Net Assets

As presented in Table 2, total assets of the State on June 30, 2003 were $27.3 billion, while total liabilities were $14.2 billion,
resulting in combined net assets (government and business-type activities) of $13.1 billion. The largest component of the
State’s total assets, $13.9 billion or approximately 106.3 percent, reflects its investment in capital assets (i.e., land, buildings,
equipment, infrastructure, and others), less any related debt outstanding that was needed to acquire or construct the assets.
Approximately $3.7 billion were restricted by external sources or the State Constitution, and were not available to finance the
day-to-day operations of the State.

The unrestricted net assets, which, if positive, could be used at the State’s discretion, showed a negative balance of $(4.5)
billion. Therefore, no funds were available for discretionary purposes. A contributing factor to the negative balance is that
governments recognize a liability on the government-wide statement of net assets as soon as an obligation is incurred. While
financing focuses on when a liability will be paid, accounting is primarily concerned with when a liability is incurred.
Accordingly, the State recognizes long-term liabilities (such as general obligation debt, compensated absences, employer
pension related debt, and future benefits and loss liabilities — listed In Note 10 to the financial statements) on the statement of
net assets. In addition to the effect of reporting long-term liabilities when incurred, the General Fund’s total deficit fund
balance of $(2.2) billion at year-end, as discussed on Page 25, also contributed to the deficit unrestricted net assets reported
in the statement of net assets.

The State’s general obligation bonds outstanding increased by $415.2 million for Fiscal Year 2003. These bonds were issued
primarily for the acquisition or improvement of land, water, property, highways, buildings, equipment or facilities for public
purposes, to refund a portion of outstanding general obligation bonds, and to fund veterans housing loans. Outstanding
revenue bonds, which are not considered general obligation debt of the State, were $1.9 billion at June 30, 2003.

Table 2
Net Assets
(in millions)
Total
Governmental Business-type Percentage
Activities Activities Total Change
2003 2002 2003 2002 2003 2002 2002-2003
Current and Other Assets $ 4,346.8 $ 51764 $ 6,475.1 $ 66422 $ 10,8219 $ 11,818.5 (8.4) %
Capital Assets 13,313.6 12,785.2 3,130.5 3,017.1 16,444.1 15,802.3 4.1
Total Assets 17,660.4 17,961.5 9,605.7 9,659.3 27,266.0 27,620.8 (1.3)
Long-term Liabilities 5,407.1 5,074.5 2,830.8 2,8455 8,237.9 7,920.0 4.0
Other Liabilities 5,305.5 5,268.4 629.4 590.6 5,935.0 5,859.1 1.3
Total Liabilities 10,712.6 10,342.9 3,460.2 3,436.1 14,172.8 13,779.0 29
Net Assets:
Invested in Capital Assets
Net of Related Debt 11,090.1 10,657.6 2,828.4 2,693.0 13,9185 13,350.6 4.3
Restricted 657.6 551.0 3,012.9 3,038.8 3,670.4 3,589.8 22
Unrestricted (deficit) (4,799.9) (3,590.0) 304.2 491.3 (4,495.8) (3,098.7) 451
Total Net Assets $ 6,947.8 $ 76186 $ 6,145.4 $ 62232 $ 13,0932 § 13,841.8 (54)
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Changes in Net Assets

The revenues and expenses information, as shown in Table 3, was derived from the government-wide statement of activities
and reflects how the State’s net assets changed during the fiscal year. The State earned program revenues of $12.1 billion
and general revenues of $12.2 billion for total revenues of $24.3 billion during Fiscal Year 2003. Expenses for the State during
Fiscal Year 2003 were $25.1 billion. As a result of the excess of expenses over revenues, the total net assets of the State
decreased $.7 billion, net of contributions, transfers, and special items.

Table 3
Changes in Net Assets
(in millions)
Total
Governmental Business-type Total Primary Percentage
Activities Activities Government Change
2003 2002 2003 2002 2003 2002 2002-2003
Program Revenues:
Charges for Goods and Services $ 1,162.8 $ 1,109.7 $ 43916 $ 41017 $ 55545 $ 52114 6.6 %
Operating Grants and Contributions 5,425.7 4,933.8 497.3 2971 5,923.0 5,230.9 13.2
Capital Grants and Contributions 635.4 669.1 355 61.8 670.9 730.9 (8.2)
General Revenues:
Income Taxes 5,502.4 5,415.3 - - 5,502.4 5,415.3 1.6
Sales and Excise Taxes 4,102.4 4,048.7 - - 4,102.4 4,048.7 1.3
Public Utility Taxes 273.9 244.0 - - 273.9 244.0 123
Motor Fuel Taxes 924.5 892.2 - - 924.5 892.2 3.6
Other Taxes 483.6 443.4 - - 483.6 4434 9.1
Other General Revenues 922.0 1,366.9 18.2 111 940.2 1,377.9 (31.8)
Total Revenues 19,432.7 19,1231 4,942.6 4,471.6 24,375.3 23,594.8 33
Program Expenses:
Commerce 224.4 194.5 - - 224.4 194.5 154
Education 5,675.1 5,444.9 - - 5,675.1 5,444.9 4.2
Transportation 1,590.7 1,714.2 - - 1,590.7 1,714.2 (7.2)
Environmental Resources 475.0 532.0 - - 475.0 532.0 (10.7)
Human Relations and Resources 8,158.2 7,987.4 - - 8,158.2 7,987.4 21
General Executive 489.4 423.5 - - 489.4 423.5 15.6
Judicial 107.8 106.4 - - 107.8 106.4 1.3
Legislative 59.8 59.9 - - 59.8 59.9 (0.3)
Tax Relief and Other General Expenditures 1,951.7 1,919.9 - - 1,951.7 1,919.8 1.7
Interest on Long-term Debt 292.6 297.0 - - 292.6 297.0 (1.5)
Patients Compensation - - 102.9 729 102.9 72.9 411
Environmental Improvement - - 42.6 42.5 42.6 42.5 0.2
Veterans Mortgage Loan Repayment - - 47.3 53.9 47.3 53.9 (12.3)
University of Wisconsin System - - 3,075.5 2,935.2 3,075.5 2,935.2 4.8
Unemployment Insurance Reserve - - 1,186.6 1,071.8 1,186.6 1,071.8 10.7
Lottery - - 418.9 407.5 418.9 407.5 2.8
Health Insurance - - 762.0 655.8 762.0 655.8 16.2
Other Business-type - - 486.3 482.0 486.3 482.0 0.9
Total Expenses 19,024.7 18,679.7 6,122.0 5,721.6 25,146.8 24,401.3 3.1
Excess (deficiency) Before Special
ltems and Transfers 408.0 443.4 (1,179.4) (1,250.0) (771.5) (806.6) (4.4)
Contributions to Term and Permanent Endowments - - 21 6.5 21 6.5 (68.0)
Contributions to Permanent Funds/Endowments 20.8 19.0 - - 20.8 19.0 9.5
Transfers (1,099.6) (1,060.1) 1,099.6 1,060.1 - -
Spegcial ltems - 1,275.0 - - - 1,275.0 (100.0)
Increase (decrease) in Net Assets (670.8) 677.4 (77.8) (183.4) (748.6) 493.9 (251.6)
Net Assets - Beginning (2003 Restated) 7,618.6 6,941.3 6,223.2 6,406.6 13,841.8 13,347.9 37
Net Assets - Ending $ 6,947.8 $ 76186 $ 6,145.4 $ 6,2232 $ 13,0932 $ 13,841.8 (5.4)
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Governmental Activities

The net assets of governmental activities decreased $.7 billion in Fiscal Year 2003. Revenues for the governmental activities

(including Contributions to Permanent fund) totaled $19.5 billion, while expenses and net transfers totaled $20.1 billion in
2003.

As shown in Table 4, below, approximately 58.1 percent of revenues from all sources earned came from taxes (sales and use,
income, public utility, motor fuel, and other taxes). Operating and capital grants and contributions, which represent amounts
received from other governments/entities — primarily the federal government — provided 31.2 percent of total revenues.

Charges for services contributed 6.0 percent, and various other revenues provided 4.7 percent of the remaining governmental
activity revenue sources.

Table 4
Governmental Activities - 2003 Revenues

Sales and Excise
Taxes

Capital Grants and
21.1%

Contributions
3.3%

Public Utility Taxes
1.4%

Motor Fuel Taxes
4.8%

Income Taxes
28.3%

Other Taxes
2.5%
Other General
Revenues
Contributions to 47%
Permanent
Funds/Endowments

Operating Grants

Charges for o
Services 01%
6.0%

As shown in Table 5, below, expenses for Human Relations and Resources programs make up the largest portion — 40.5
percent — of total governmental expenses and transfers. Included in this function are various programs such as Medical
Assistance, the prison system, and the temporary assistance to needy families “TANF” program. Educational expenses, which
include various school aids but exclude expenses of the University of Wisconsin System, make up 28.2 percent. Tax Relief
and Other General Expenses, which include the municipal and county shared revenue program, represent 9.7 percent of the
total, while Transportation expenses represent 7.9 percent. Net transfers to business-type activities, which include a general
purpose revenue “GPR” subsidy to the University of Wisconsin System for various programs, make up 5.5 percent of the total
expenses/transfers. The interest on long-term debt and remaining functional expenses total 8.2 percent.

Table 5
Governmental Activities - 2003 Expenses

Tax Relief and Other
General Expenses
(includes shared )
revenue programs) Transfers Environmental
9.7% 5.5% Resources
2.4%

Education (excludes
University of
Wisconsin System)
28.2%

Transportation
7.9%

Interest on Long-term
Debt
1.5%

General Executive
2.4%

Commerce
Judicial  1.1%

0.5%

Legislative
Human Relations 0.3%
and Resources
40.5%

23



Business-Type Activities

Revenues of business-type activities totaled $4.9 billion for Fiscal Year 2003. These activities generated program revenues of
$4.9 billion and general revenues of $.02 billion. The program revenues consisted of $4.4 billion of charges for services, $.5
billion of operating grants and contributions, and $.04 billion of capital grants and contributions. General revenues consisted
solely of $.02 billion of other general revenues. The total expenses for business-type activities were $6.1 billion. Table 6,
below, compares the program revenues and program expenses of the various State business-type activities.

Table 6
Fiscal Year 2003
Business-type Activities
Comparison of Program Revenues to Program Expenses

$3,000 -
$2,500 -
I $2,000 -
c
2
E
£ $1,500
Iy
8
Q2 $1,000
$500 - D Program Revenues
(excludes general
| D revenues)
$0 - W Program Expenses

Patients Environmental Veterans University of  Unemployment Lottery Health Other
Compensation Improvement Mortgage Loan ~ Wisconsin Insurance Insurance Business-type
Repayment System Reserve

Business-type Activities
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FINANCIAL ANALYSIS OF THE STATE'S INDIVIDUAL FUNDS
Governmental Funds

At the end of Fiscal Year 2003, the State's governmental funds reported a combined fund balance of $(1,303.3) million. Funds
with significant changes in fund balance are discussed below:

General Fund

The General Fund is the chief operating fund of the State. At June 30 2003, the State's General Fund reported a total fund
balance of $(2,242.5) million. The net change in fund balance during Fiscal Year 2003 was $(758.7) million. While certain
revenue sources increased over the previous fiscal year, the change in other factors, such as the increase in expenditures,
outweighed the positive direction of revenues. Major revenue, expenditure and other sources/uses contributing to the change
in fund balance are as follows:

Revenues

Revenues of the General Fund totaled $16,695.8 million in Fiscal Year 2003, an increase of $247.1 million from Fiscal
Year 2002. Factors contributing to the increase included the following:

*  Revenues from taxes increased $168.9 million from Fiscal Year 2002 to Fiscal Year 2003. The most significant
increase related to individual income tax withholdings, which increased $158.9 million or 3 percent. This increase
was due to the growth in wages in the State during that period.

« Intergovernmental revenues (e.g., federal assistance) increased $494.1 million in Fiscal Year 2003, primarily due to
an increase in expenditures that were eligible for Federal reimbursement. These items included an increase in
benefits paid related to Medical Assistance and the Waiver Program.

« Intergovernmental transfers decreased $371.3 million during Fiscal Year 2003. This change was due primarily to a
decrease in the supplementary nursing home Medical Assistance payments that could be made under federal law
with funds received through intergovernmental transfers (IGT) from certain counties.

«  Other revenues, such as charges for goods and services, and gifts and grants decreased $44.6 million.

Expenditures

Expenditures of the General Fund totaled $16,195.9 million in Fiscal Year 2003, an increase of $314.1 million from Fiscal
Year 2002. The factors contributing to the increase included the following:

* Anincrease in education expenditures of $248.3 million primarily resulted from a 3.41 percent increase to the general
equalization assistance provided to the State’s 426 school districts.

»  Other functional expenditures increased $65.9 million.
Other Financing Sources and Uses

Other financing sources/uses and increases/decreases totaled a net $(1,258.6) million in Fiscal Year 2003, a change of
$(492.7) from the prior year. The components of this change included the following:

« |In Fiscal Year 2003, the State transferred to the General Fund $287.1 million from the Tobacco Settlement
Endowment Fund. This amount represents the remaining balance of the original proceeds that had been created
from the sale of a portion of the State’s right to the Attorneys General Master Settlement Agreement of 1998. A
similar Transfer In during Fiscal Year 2002 totaled $992.3 million.
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«  During this fiscal year, contributions initially intended to be paid to the accumulated unused sick leave credit program
were instead transferred to the General Fund. The amount transferred from various funds to the General Fund
totaled $38.6 million.

»  Transfers out of the General Fund totaled $1,746.8 million, a decr